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What is a “dollar”?

Joachimsthal

Joachimsthaler

thaler

dollar



Great Depression of the 

1930s
Hoover 

gold policy

Roosevelt 

goes off 

gold

Roosevelt 

returns to 

gold

 $35/oz.

Pre-WWII 

jitters 

leads to 

golden 

avalanche
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Path Dependency

Suspicion of banking

Anti-gold standard 

Populism

$35/oz

Golden 

avalanche



What is this?

Mt. Washington Hotel

Where is it?

Bretton Woods, N.H.



1944: Bretton Woods Conference



Post-World War II

Bretton Woods agreement of 

1944

Actual operation of the 

Bretton Woods system

Breakdown of Bretton Woods

The Smithsonian agreement 

of 1971

Breakdown of the 

Smithsonian system

Current arrangements

The future
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Bretton Woods:

Key Decisions

 Fixed exchange rate 

system with narrow bands

 Par values with dollar as 

key currency

Dollar linked to gold at 

$35/oz.

 IMF



Harry Dexter White (left) and 

John Maynard Keynes (right)



Available Models



Bretton Woods:
International Monetary 

Fund

 2 options:

UK (Keynes) plan for IMF 

as world central bank

US (White) plan for IMF 

as financial intermediary

Acceptance of White

The quota system

- Funding source

- Voting strength



Original 1944 Quota Plan:

($8,147.5 million)

US:                   $2,750 million

UK:                   $1,300 million

USSR:               $1,200 million

China:                  $550 million

France:                 $450 million

India:                    $400 million

Canada:                $300 million

Holland:                $275 million

Belgium:                $225 million

Australia:              $200 million



The Original IMF 

Quota System:
Start

Example: Quota = $100

Gold tranche______$25

Payable to IMF in gold or dollars

Remainder________$75

Payable to IMF in own currency



The Original IMF 

Quota System:
Start

Example: Quota = $100

Gold tranche______$25

Payable in gold or dollars

Remainder________$75

Payable in own currency

Initial “Reserve 

Position” in the IMF 

available on demand



The Original IMF 

Quota System:
Later

Example: Quota = $100

Holding of country’s 

currency________$80

Reserve position___$20

Available on demand

Because holdings of the 

country’s currency have 

risen above 75% of quota, 

reserve position is reduced. 



Fundamental 

Disequilibrium

(a) A member shall not propose 

a change in the par value of its 

currency except to correct a 

fundamental disequilibrium.

(b) A change in the par value of 

a member’s currency may be 

made only on the proposal of 

the member and only after 

consultation with the Fund.

Article IV, Section 5 from the 

Articles of Agreement of the 

IMF



Fundamental Disequilibrium?



Bretton Woods:

Problems

 Instability of a two-reserve 

system (gold and dollar)

 Gold problem

Price fixed at $35/oz.

Short-term fix: 2-tier gold (1968)







Bretton Woods:

Problems

 Instability of a two-reserve 

system (gold and dollar)

 Gold problem

Price fixed at $35/oz.

Short-term fix: 2-tier gold (1968)

 Dollar problem

Dollar shortage in 1940s

--->Dollar Surplus in 1960s

Short-term fixes in 1960s:

Interest equalization tax

Other credit controls



Subsequent Developments

Attempt to expand role of 

IMF through special 

drawing rights (SDRs)

U.S. unilaterally ends 

Bretton Woods
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Subsequent Developments

Attempt to expand role of 

IMF through special 

drawing rights (SDRs)

U.S. unilaterally ends 

Bretton Woods

 Smithsonian agreement

End of Smithsonian



Newsweek 2/23/73



Subsequent Developments

Attempt to expand role of 

IMF through special 

drawing rights (SDRs)

U.S. unilaterally ends 

Bretton Woods

 Smithsonian agreement

End of Smithsonian

The decentralized 

“system”
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Plaza Accord

http://sub1.economagic.com/gif/g710106017605423245364529979944.gif
http://sub1.economagic.com/gif/g710106017605423245364529979944.gif


Non-Lesson and Lesson

 Non-Lesson

- With trillions of 

dollars in currency 

transactions going on, 

it is impossible 

nowadays to have 

fixed exchange rates

 Lesson

- If countries want to 

have fixed exchange 

rates, they can still do 

so

- 4 quarters = $1

- Euro zone prior to 

elimination of 

national currencies



Decentralization

 Free floating

 Managed (“dirty”) 

floating

 Crawling pegs

 Fixed pegs to a 

particular currency or 

composite, possibly with 

a currency board

 Currency blocs

 Cross-country 

currencies such as the 

euro

 Currency crises
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Types of Financial Crises

 Internal: Borrowed in own 

currency

- Example: U.S. Savings and Loan 

crisis of the 1980s

- Example: Japan banking and 

financial institution crisis of 1980s 

and beyond

 External: Borrowed in foreign 

currency

- Example: Mexican Peso, 1994-95

- Example: Asian financial, 1997

- Example: Argentina, 2001-02

 General Rule

- Bail out the bank...

- Shoot the banker
 Internal: Central bank

 External: IMF??



Types of Financial Crises

http://images.google.com/imgres?imgurl=http://blogs.usatoday.com/maney/images/bernanke.jpg&imgrefurl=http://blogs.usatoday.com/maney/2005/12/index.html&h=240&w=160&sz=9&hl=en&start=78&sig2=JLD5P0Oh579XayXx_yWlvA&tbnid=6EqwD2vtBoY2LM:&tbnh=110&tbnw=73&ei=MCRbRoeFFpfuhAOMo4zWBQ&prev=/images%3Fq%3Dbernanke%26start%3D60%26gbv%3D2%26ndsp%3D20%26svnum%3D10%26hl%3Den%26safe%3Doff%26sa%3DN
http://images.google.com/imgres?imgurl=http://blogs.usatoday.com/maney/images/bernanke.jpg&imgrefurl=http://blogs.usatoday.com/maney/2005/12/index.html&h=240&w=160&sz=9&hl=en&start=78&sig2=JLD5P0Oh579XayXx_yWlvA&tbnid=6EqwD2vtBoY2LM:&tbnh=110&tbnw=73&ei=MCRbRoeFFpfuhAOMo4zWBQ&prev=/images%3Fq%3Dbernanke%26start%3D60%26gbv%3D2%26ndsp%3D20%26svnum%3D10%26hl%3Den%26safe%3Doff%26sa%3DN


Cross-Country 

Currencies

Example: 

Euro
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If California were a 

country, it would be 

the...

 5th

 6th

 Whatever

largest country in the world 

depending on the year chosen.

What does this 

statement mean?



What 

makes a 

country?



Having a government?



Belonging to the UN?

Switzerland

until 2002?

Taiwan?



Having a post office 

and issuing stamps?

UN?



Speaking a common 

language?

Belgium?

India?

The Tower of Babel

by Pieter Bruegel (c. 1525-69)



Having a flag?



Sovereignty?

“I am the master of 

my fate;

I am the captain of 

my soul.”

William Ernest Henley

Invictus



Sovereignty?

Henry VIII & 

Ann Boleyn



Economic 

Sovereignty?

“I am the master of 

my fate;

I am the captain of 

my soul.”

William Ernest Henley

Invictus



California has no 

Central Bank

There is no 

California 

currency

 California 

can’t set 

interest rates

 Its govt. can’t 

run big deficits 

for long



Are “countries” in the 

euro zone different in 

economic terms from 

California within the 

U.S.?

C==== CCC
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Issues for the Future

Will currency blocs follow 

trade blocs (as in EU)?

From currency blocs to 

international currencies 

(as in EU)?

What will be the role of the 

IMF?

What will be on the

final exam?
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“Before I came here, I 

was confused about this 

subject.  Now I am still 

confused, but at a 

higher level.”

Enrico Fermi
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